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BAGELL, JOSEPHS & COMPANY, L.L.C.

- . CERTIFIED PUBLIC ACCOUNTANTS

TRENTON OFFICE

HiGH RIDGE COMMONS 1230 PARKWAY AVENUE
Surtes 400-403 Surre 301
200 HADDONFIELD BERLIN ROAD TRENTON, NEW JERSEY 08628
G1BBSBORO, NEW JERSEY 08026 (609) 883-1881
(856) 346-2828 Fax (856) 346-2882 Fax (609) 771-0623

INDEPENDENT AUDITORS’ REPORT

- To the Shareholders and Board of Directors of
. :Lantern Investments, Inc.
. Huntington, New York

 We have audited the accompanying statement of financial condition of Lantern Investments, Inc. (the

“Company”) as of June 30, 2002, and the related statements of operations, changes in stockholders’ equity and

cash flows for the year then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

 We conducted our audit in accordance with generally accepted auditing standards. Those standards require that
“we plan and perform our audit to obtain reasonable assurance about whether the financial statements are free of
- material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
- disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.
- We believe that our audit provides a reasonable basis for our opinion.

- In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
- position of Lantern Investments, Inc. as of June 30, 2002, and of its operations and its cash flows for the year
“then ended, in conformity with accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
~whole. The information contained in the supplemental schedule listed in the accompanying index is presented
for the purposes of additional analysis and is not a required part of the basic financial statements, but is
supplemental information required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
~ opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a whole.

BAGELL JOSFPHS & OVPANY, LLL
. Bagell, Josephs & Company, L.L.C.
Gibbsboro, New Jersey

August 15, 2002

MEMBER OF: AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
NEW JERSEY SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
PENNSYLVANIA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
NEW YORK STATE SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS




LANTERN INVESTMENTS, INC.
STATEMENT OF FINANCIAL CONDITION

JUNE 30, 2002
ASSETS
ASSETS
Cash and cash equivalents $118,387
Due from clearing broker 520,577
Securities owned, at market value 152,740
Investments in non-marketable securities, at cost 27,400
Fixed assets less accumulated depreciation of $40,190 23,947
Prepaid expenses and other 13,015
Total assets $856,066
LIABILITIES AND STOCKHOLDERS' EQUITY
LIABILITIES
Accounts payable and accrued expenses 147,746
Payroll taxes payable 9,465
Subordinated loan payable 25,000
182,211
Total liabilities
COMMITMENTS AND CONTINGENCIES -
STOCKHOLDERS' EQUITY
Preferred stock, $.01 par value, 10,000 shares authorized,
-0- shares issued and outstanding $ -
Common stock, $.01 par value, 190,000 shares authorized,
50,000 shares issued and outstanding 500
Additional paid-in capital 371,988
Retained earnings 316,367
Treasury stock, at cost (15,000)
Total stockholders' equity 673,855
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $856,066

The accompanying notes are an integral part of the financial statements.
3.




LANTERN INVESTMENTS, INC.
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED JUNE 30, 2002

OPERATING REVENUES
Commissions and fee income $ 2,001,829
OPERATING EXPENSES
Compensation, payroll taxes and benefits 1,296,719
Clearing services 388,642
Advertising 17,344
Professional fees 141,292
Travel and entertainment expenses 47,542
Rent and utilities 89,190
Compliance expenses 39,998
Office admimistration and expenses 102,410
Telephone 41,954
Insurance 13,499
Miscellaneous expenses 21,911
Total Operating Expenses 2,200,501
LOSS BEFORE OTHER INCOME (EXPENSES) (198,672)
OTHER INCOME (EXPENSES)
Interest income 23,792
Interest expense (2,639)
Depreciation (7,040)
Other income 154,983
Total Other Income (Expenses) 169,096
NET LOSS BEFORE PROVISION FOR INCOME TAXES (29,576)
Provision for Income Taxes (11,184)
NET LOSS $ (40,760)

The accompanying notes are an integral part of the financial statements.
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STATEMENT OF STOCKHOLDERS® EQUITY
FOR THE YEAR ENDED JUNE 30, 2002

Additional
Preferred Common Paid-In Retained Treasury
Stock Stock Capital Earnings Stock Total
Balance, July 1, 2001 $ - $ 500 $371,988 $357,127 $(15,000) $714,615
Net Loss (40,760) (40,760)
Balance, June 30, 2002 $ - $ 500 $371,988 $316,367 $(15,000) $673,855

The accompanying notes are an integral part of the financial statements.
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LANTERN INVESTMENTS, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2002

CASH FLOWS FROM OPERATING ACTIVITIES

Net Loss ‘ $ (40,760)
Adjustments to reconcile net loss to net cash
used by operating activities:

Depreciation 7,040

Changes in assets and liabilities:

(Increase) in due from clearing broker (123,272)
Decrease in prepaid expenses and other 6,814
Increase in accounts payable and accrued expenses 36,248
(Decrease) in payroll tax liabilities (10,732)
(Decrease) in accrued income taxes (13,658)
(Decrease) in security deposits payable (25,000)
Total adjustments (122,560)
Net cash used in operating activities (163,320)
CASH FLOWS FROM INVESTING ACTIVITIES
Change in securities owned at market value 109,428
Capital expenditures ' (1,864)
Net cash provided by investing activities 107,564
NET DECREASE IN CASH AND CASH EQUIVALENTS (55,756)
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 174,143
CASH AND CASH EQUIVALENTS - END OF YEAR $118,387

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
CASH PAID DURING THE YEAR ENDED JUNE 30, 2002 FOR:
Interest expense $ 2,639

Income taxes $ 14,540

The accompanying notes are an integral part of the financial statements.
-6-




NOTE 1 -

NOTE 2 -

LANTERN INVESTMENTS, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

ORGANIZATION AND BASIS OF PRESENTATION

Lantern Investments, Inc. (the “Company”) was incorporated in the State of Delaware in 1993.
The Company is registered as a broker-dealer with the Securities and Exchange Commission (the
“SEC”) and is a member of the National Association of Securities Dealers, Inc. (the “NASD”),
the Municipal Securities Rulemaking Board (the “MSRB”) and the Securities Investor Protection
Corporation (“SIPC”). The Company does not hold funds or securities for, nor owe funds or
securities to customers. Any funds or securities received by the Company are promptly
transmitted to the clearing broker.

The Company executes all of its customer trades through a New York Stock Exchange member
firm as an introducing broker that earns commissions on its introduced customers. The Company
has an agreement with a clearing broker to clear securities transactions, carry customers’
accounts on a fully disclosed basis and perform certain recordkeeping functions. Accordingly,
the Company operates under the exemptive provisions of Securities and Exchange Commission
Rule 15¢3-3(k)(2)(ii).

The Company operates out of two locations; Huntington and Lawrence, New York. The
Company’s former wholly-owned subsidiary, Vision Securities, Inc. (“Vision”) was merged into
the Company in July, 1999 and was sold in February, 2002. The operations from July 1,

2001 to February 8, 2002 are included in these financial statements.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America, requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Securities Transactions

Securities transactions and related commission revenues and expenses are recorded on a trade
date basis. Securities listed on a national exchange are valued at the last sales price on the date of
valuation. Securities not listed on a national exchange are valued at the last sales price on the
date of valuation, or if such price is not available, at the bid price for securities owned and the
ask price for securities sold but not yet purchased at the close of business.

-



NOTE 2 -

LANTERN INVESTMENTS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2002

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Cash and Cash Eqguivalents

The Company considers all highly liquid debt instruments and other short-term investments with
an initial maturity of three months or less to be cash equivalents.

The Company maintains cash and cash equivalent balances at several financial institutions which
are insured by the Federal Deposit Insurance Corporation up to $100,000. At June 30, 2002, the
Company had $37,577 at risk.

Fixed Assets

Fixed assets are stated at cost. Depreciation is computed primarily using the straight-line method
over the estimated useful life of the assets.

Furniture and fixtures 7 Years
Leasehold improvements 7 Years
Office Equipment 3to 5 Years

Income Taxes

The income tax expense is computed on the pretax income for federal and state tax purposes
based on the current tax law. Deferred income taxes are recognized for the tax consequences in
future years of differences between the tax basis of assets and liabilities and their financial
reporting amounts at each year-end based on enacted tax laws and statutory tax rates. The
Company files their federal and state corporate income tax returns on the cash method of
accounting.

Fair Value of Financial Instruments

The carrying amount reported in the statement of financial condition for cash and cash
equivalents, securities owned, accounts payable and accrued expenses approximate fair value
because of the immediate or short-term maturity of these financial instruments. The carrying
amount reported for the loan payable approximates fair value because, in general, the interest on
the underlying instruments fluctuates with market rates.

Advertising

Costs of advertising are expensed as incurred. Advertising costs were $17,344 for the year ended
June 30, 2002.
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LANTERN INVESTMENTS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2002

NOTE3- DUE FROM CLEARING BROKER

In accordance with the clearing agreement, all of the Company’s property held by the clearing
broker including, but not limited to, securities, deposits, monies and receivables are used as
collateral to secure the Company’s liabilities and obligations to the clearing broker.

The following amounts are due from the Company’s clearing broker as reflected on the statement
of financial condition as of June 30, 2002:

Commissions receivable $141,217
Credit balances in the trading accounts 304,360
Good faith deposits 75,000

$520,577

NOTE 4- SECURITIES OWNED

Investments in marketable securities are valued at market, and consist of the following at June

30, 2002:

U.S. Government Obligations $ 6,99
Municipal Bonds and Obligations 108,888
Equities _ 36,856

$152,740

NOTE 5- INVESTMENTS IN NON-MARKETABLE SECURITIES

Investments in non-marketable securities at June 30, 2002, was $27,400 which was a NASD
private offering. There is no market value for this, and therefore is stated at cost on the statement

of financial condition.



NOTE 6-

NOTE 7-

LANTERN INVESTMENTS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2002

FIXED ASSETS

Fixed assets consist of the following at June 30, 2002:

Furniture and fixtures $ 8,362
Leasehold improvements 4,015
Office equipment 51,760
Subtotal 64,137
Accumulated depreciation (40,190)
Total $23,047

Depreciation expense was $7,040 for the year ended June 30, 2002.

LOAN PAYABLE

The Company has a subordinated loan payable with a lender, which became effective on August
1, 2000, for $25,000. The loan bears interest at a rate of ten percent (10%) per annum. The loan
matures on August 31, 2003.

The cash proceeds covered by the loan shall be used and dealt with by the Company as part of its
capital and shall be subject to the risks of the business. The Company shall have the right to
deposit any cash proceeds of the loan in an account or accounts in their own name in any bank or
trust company.

The lender irrevocably agrees that the obligation of the Company under the loan agreement with
respect to the payment of the principal and interest of the loan shall be and are subordinate in
right of payment and subject to the prior payment or provision for payment in full of all claims of
all other present and future creditors of the Company arising out of any matter occurring prior to
the date on which the related payment obligation matures consistent with the provisions of 17
CFR 240.15c3-1 and 240.15c3-1d, except for claims which are the subject of subordination
agreements which rank on the same priority as, or are junior to the claim of the lender under such
subordination agreements.

Interest expense on the loan payable was § 2,500 for the year ended June 30, 2002.

-10-




NOTE 8-

NOTE 9-

LANTERN INVESTMENTS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2002

REGULATORY NET CAPITAL RE@IREMENTS

The Company is subject to the SEC’s Uniform Net Capital Rule 15¢3-1 which requires the
maintenance of minimum regulatory net capital, as defined, and requires that the ratio of
aggregate indebtedness to regulatory net capital, both as defined, shall not exceed 15to 1. At
June 30, 2002, the Company had regulatory net capital of $596,890 and a minimum regulatory
net capital requirement of $100,000.

COMMITMENTS AND CONTINGENCIES

Leases

The Company leases office space in Huntington and Lawrence, New York. The leases expire at
various times through 2003. The base monthly rent for Huntington is $3,928, and for Lawrence
is $2,041, with escalating clauses that increases the base rent.

Minimum future rent payments on the offices are as follows:

Year Ended June 30,

2003 $71,628

R:ent expense for the year ended June 30, 2002 was $ 75,291.

In addition to the rent leases, the Company has other operating leases for various pieces of office
equipment that vary in length, but are all short-term.

Concentrations of Credit Risk

In the normal course of business, the Company enters into financial transactions where the risk
of potential loss due to changes in market or failures of the other party to the transaction to
perform exceeds the amounts recorded for the transactions.

The Company’s policy is to continuously monitor its exposure to market and counter-party risk
through the use of a variety of financial, position and credit exposure reporting and control
procedures. In addition, the Company has a policy of reviewing the customer/and or other
counter-party with which it conducts its business.

As of June 30, 2002 there were no significant customer accounts having unsecured debit
balances that presented any risk.

-11-




NOTE 10-

LANTERN INVESTMENTS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2002

INCOME TAXES

The Company has adopted Statement of Financial Accounting Standards No. 109, “Accounting
for Income Taxes” (SFAS 109), which requires an asset and liability approach to financial
reporting for income taxes. Deferred income tax assets and liabilities are computed for
differences between the financial statement and tax bases of assets and liabilities that will result
in taxable or deductible amounts in the future, based on enacted tax laws and rates applicable to
the periods in which the differences are expected to affect taxable income. Valuation allowances
are established, when necessary , to reduce the deferred income tax assets to the amount
expected to be realized.

The provision for income taxes is as follows for the year ended June 30, 2002:

Current
Federal $ 2,753
State 8,431

$11,184

-12-
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LANTERN INVESTMENTS, INC.
COMPUTATION OF NET CAPITAL PURSUANT TO
RULE 15C-3-1 AND STATEMENT PURSUANT TO RULE 17A-5(D)(4)
JUNE 30, 2002

Consolidated Computation of Net Capital Pursuant to Rule 15¢-3-1

Computation of Net Capital

Total stockholders' equity from Statement of Financial Condition $673,855
Add: Subordinated loan 25,000
Less: Nonallowable assets (88,731)
610,124
Net capital before haircuts and undue consideration
Less:
Haircuts on securities (13,234)
Undue concentration ‘ -
Net capital $596,890

Computation of Basic Net Capital Required

Net Capital $596,890

Minimum dollar net capital requirement (100,000)

Excess net capital $496,890
Aggregate Indebtedness ' $157,211
Ratio of Aggregate Indebtedness to Net Capital 26.33%

Statement Pursuant to Rule 17a-5(d}(4)

A reconciliation with the Company’s computation of net capital as reported in the unaudited Part
IT A Form X-17A-5 was not prepared as there are no material differences between the
Company’s computation of net capital and the computation contained herein.

-14-




BAGELL, JOSEPHS & COMPANY, L.L.C.

CERTIFIED PUBLIC ACCOUNTANTS

TRENTON OFFICE

HiGH RIDGE COMMONS 1230 PARKWAY AVENUE
SuiTes 400-403 Surre 301
200 HADDONFIELD BERLIN ROAD TRENTON, NEW JERSEY 08628
G1BBSBORO, NEW JERSEY 08026 (609) K83- 1881
(856) 346-2828 Fax (856) 346-2882 Fax (609) 771-0623

REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

To the Shareholders and Board of Directors of
Lantern Investments, Inc.
Huntington, New York

In planning and performing our audit of the financial statements and supplemental schedules of
Lantern Investments, Inc. for the year ended June 30, 2002, we considered its internal control
structure, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not
to provide assurance on the internal control structure.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission, we have
made a study of the practices and procedures followed by the Company that we considered
relevant to the objectives stated in Rule 17a-5(g)(1) in making the periodic computation of
aggregate indebtedness and net capital rule 17a-3(a)(ii) and the procedures for determining
compliance with exemptive provisions of Rule 15(c)3-3. We did not review practices and
procedures followed by the Company in making the quarterly securities examinations, counts,
verifications and comparisons, and the reductions of differences required by Rule 17a-13 or in
compliance with the requirements for prompt payment of securities under Section 8 of
Regulation T of the Board of Governors of the Federal Reserve System, because the Company
does not camy security accounts for customers or perform custodial functions relating to
customer securities.

The management of the Company is responsible for establishing and maintaining an internal
control structure and the practices and procedures referred to in the preceding paragraph. In
fulfilling this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal control structure policies and procedures and of
the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the Commission’s above-mentioned
objectives. Two of the objectives of an internal control structure and the practices and procedures
are to provide management with reasonable, but not absolute, assurance that assets for which the
Company has responsibility are safegnarded against loss from unauthorized use or disposition
and that transactions are executed in accordance with management’s authorization and recorded
properly to permit preparation of financial statements in conformity with generally accepted
accounting principles. Rule 17a-5(g) lists additional objectives of the practices and procedures
listed in the preceding paragraph.

MEMBER OF: AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
NEW JERSEY SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
PENNSYLVANIA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
NEW YORK STATE SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS




Because of inherent limitations in any internal control structure or the practices and procedures
referred to above, errors or irregularities may occur and may not be detected. Also, protection of
any evaluation of them to future periods is subject to the risk that they may become inadequate
because of changes in conditions or that the effectiveness of their design and operation may
deteriorate.

Our consideration of the internal control structure would not necessarily disclose all matters in
the internal control structure that might be material weaknesses under standards established by
the American Institute of Certified Public Accountants. A material weakness is a condition in
which the design or operation of the specific internal control structure elements does not reduce
to a relatively low level the risk that errors or irregularities in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. However, we
noted no matters involving the internal control structure, including procedures for safeguarding
securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission to be adequate for its purpose
in accordance with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all material respects indicate a
material inadequacy for such purposes. Based on this understanding and on our study, we believe
that the Company’s practices and procedures were adequate at June 30, 2002 to meet the
Commission’s objectives.

This report is intended solely for the use of management, the Securities and Exchange
Commission, and other regulatory agencies which rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 and should not be used by anyone other than these specified parties.

BAGSLL JOSEPAS & (OTHPANY, LLL
Bagell, Josephs & Company, L.L.C.

Certified Public Accountants

Gibbsboro, New Jersey

August 15, 2002




LANTERN INVESTMENTS, INC.
STATEMENT OF FINANCIAL CONDITION
JUNE 30, 2002

ASSETS

ASSETS
Cash and cash equivalents
Due from clearing broker
Securities owned, at market value
Investments in non-marketable securities, at cost
Fixed assets less accumulated depreciation of $40,190
Prepaid expenses and other

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES
Accounts payable and accrued expenses
Payroll taxes payable
Subordinated loan payable

Total liabilities
COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY
Preferred stock, $.01 par value, 10,000 shares authorized,
-0- shares issued and outstanding
Common stock, $.01 par value, 190,000 shares authorized,
50,000 shares issued and outstanding
Additional paid-in capital
Retained earnings
Treasury stock, at cost

Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

The accompanying notes are an integral part of the financial statements.
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$118,387
520,577
152,740
27,400
23,947

13,015

$856,066

147,746
9,465

25,000

182,211

500
371,988
316,367

(15,000)
673,855

$856,066
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